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WAR LOANS VS. BUSINESS AS USUAL 

BY BENJAMIN STRONG 
Governor, Federal Reserve Bank of New York 



Two great Government war loans have now been issued, 
which have gathered into the Treasury $5,800,000,000. Our 
Government also had outstanding March 6th over $2,600,- 
000,000 of short notes, together representing $8,400,000,- 
000 of war borrowings concluded in six months and, in 
addition, taxes have been paid by our citizens amounting 
to many hundreds of millions. People are beginning to ask 
how these loans and tax collections may continue at such a 
pace during a possible long war when the estimated national 
savings is but somewhere about $6,000,000,000 a year. 

In general it may be said that after the Government has 
borrowed all the uninvested fund of savings, further loans 
must rest upon bank expansion else borrowing must stop. 
The conclusion is obvious, that increased savings mean a 
corresponding curtailment of expansion, a sounder loaning 
and financial condition for the nation and, even more impor- 
tant in the long future, habits of individual thrift. But 
what is the relation between thrift and war loans, and how 
may thrift be practiced without imposing great losses upon 
merchants and manufacturers who would both pay taxes 
and buy bonds if they were prospering under the influence 
of the illusive slogan "Business as Usual"? To answer 
this, we must accept as realities some very obvious conclu- 
sions as to a nation's wealth and how it may be diverted from 
the uses of peace to those of war. The wealth of a nation 
is not alone its natural resources, for, were it so, this country 
would have enjoyed greater wealth before its discovery and 
settlement than at present, since we have consumed much of 
its natural resources in the last 400 years. Nor is it popula- 
tion alone, for, in that case, China, India or Russia would 
enjoy wealth far greater than ours. The wealth of a nation 
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is what it produces from its natural resources, by the appli- 
cation to them of the labor of an energetic population so that 
their products may be used and enjoyed and made serviceable 
for further production, leaving out of account the less im- 
portant wealth represented by investments, or services ren- 
dered, in foreign countries. In time of peace, the produc- 
tion of a nation is roughly equal to its consumption, plus 
what it uses in its foreign trade. When war comes, pro- 
duction must be increased to meet the appalling wastage of 
war, and, if the war is extensive and long, the amount of 
labor required for production of both peace time consump- 
tion and war consumption is insufficient, and is soon reduced 
by withdrawal of men for war making. The demand of 
those who want consumption as usual, meaning " business 
as usual," is the natural conflict of peace conditions with 
war conditions ; in other words, competition of the individual 
consumer in the markets for labor and material with the 
Government which needs labor and material. The " wealth " 
of the nation will not prove sufficient to meet the demands 
of both. The time soon arrives when unnecessary consump- 
tion must be reduced or stopped, else this bidding of indi- 
vidual against Government will advance prices of labor and 
materials to prohibitive levels. Expansion in bank loans and 
deposits and inflation of currency issues will be a necessary 
accompaniment, and the whole economic structure will be 
undermined. This is " economic exhaustion." 

Various means of minimizing these evils are possible, and 
we must set about employing them. Our reward will be 
certain in later years. The more important steps to be 
taken are: 

First: Reduce the consumption of luxuries. 

Second: Avoid waste in the consumption of necessities. 

Third: Develop more effective application of labor to 
production. 

Fourth: Bring women into productive occupations. 

Fifth: Economize the use of credit. 
But some one will at once say that by this programme his busi- 
ness, say that of manufacturing musical instruments, is ruined 
because he produces a luxury. And the grocer may see van- 
ishing profits if his trade in luxuries is stopped and in staples 
curtailed; and the laboring man see lower wages if his work 
is made more productive and women employed in addition, 
and the banker see less interest profits if he curtails loans to 
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customers of the " luxury " class. This is all true enough — 
in fact so true that it appears as though here must be the 
root, or some of the many roots, of the evil of " business as 
usual." 

The changes and adjustments forced upon us by war can 
not all be brought about at once. Just now, with general 
economy the theme of every lecture, we hear many cries of 
protest, each indicating in turn " whose ox is being gored." 
If every change ultimately necessary were instantly accom- 
plished, no harm would result to anyone; possibly some per- 
sonal discomfort due to self-denial would be felt, but labor 
would find new kinds of employment, manufacturers new 
kinds of production, traders new articles of trade, and banks 
new customers. Were only a few readjustments made at 
once and others allowed to wait, our plight would resemble 
that of an excursion boat whose passengers all rushed at 
once to one rail. It might capsize. 

These war readjustments should proceed as rapidly as 
possible, each at a rate so adjusted that labor will be con- 
stantly employed, but with no shortage of labor, so that each 
manufacturer can adjust his affairs and apply his power, 
his machinery and his organization to some war need; each 
affected trade liquidate old lines and introduce new and es- 
sential ones; each bank reduce loans for unnecessary pur- 
poses as it expands loans to Government and customers for 
war purposes. 

Of course, no such ideal readjustment is possible in its 
entirety and in detail. Some injuries will occur, losses will 
be sustained, the balance of employment and supply of labor 
will not be exactly preserved. Only when we take a national, 
rather than a personal view of the matter, do we see that our 
problem is both to win a military war, which, if lost, may mean 
our destruction, and to conduct an economic war, which, if 
lost, might well cost us as dearly as the loss of the military 
war. For, to preserve our economic strength, which is funda- 
mentally the ability to produce goods and finance their pro- 
duction and distribution cheaply in the world's competitive 
markets, including our own, will give us the comforts of a 
future free of so heavy a war mortgage that we can at once 
go about our business without the usual post war prostration. 

Failure to readjust so as to bring about curtailment of 
unnecessary consumption by individuals and thereby set free 
goods and labor for war consumption by the Government 
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means that we must conduct the war by the employment of 
goods and labor at constantly increasing prices. That makes 
war more costly, makes the burden of taxation heavier and 
the total of the Government's borrowings greater. All of 
the goods and labor employed for war purposes are produced 
and employed during the period of the war and not by future 
generations of producers. If the price level at which war is 
conducted is indefinitely advanced because of competition 
between the individual consumer and the Government, the 
Government's borrowing needs are just so much greater. 
The loans to provide the sinews of war furnished by those who 
buy bonds become in effect a mortgage on the nation's future 
income to be liquidated by future generations of taxpayers. 
If the science of Government were so perfected that this 
ideal transformation could be brought about, the following 
consequences might be assumed: 

First: The consumption of raw materials would be lim- 
ited to the manufacture of personal necessities and 
war materials. 
Second: The product of labor would provide in part or 
wholly the net increased' consumption of goods caused 
by war. 
Third: There would be little, if any, shortage of labor, 
for it would not only be more effective, but women 
would replace men drafted into the army and navy. 
Fourth: Advancing prices would be checked, both for 

labor and materials. 
Fifth: Credit required for production and distribution 
of luxuries and to finance waste would be saved 
for the Government's needs. 
Sixth: The "wealth" of the nation, destroyed in war, 
would more largely be furnished out of economies 
practiced. 
Seventh: The Government would need to borrow less as 
its supplies would cost less, and would pay less in- 
terest because the supply of credit would not be 
burdened with the load of " business as usual." 
It is claimed, as may be true enough, that even so vision- 
ary a programme would not enable the " wealth " of the na- 
tion to meet the demands of war. Then, indeed, we must ac- 
cept a carefully safeguarded plan of expansion to make up 
the balance. Our people must to that extent mortgage their 
future " wealth," the product of their future labor applied 
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to our resources, and do it cheerfully. That mortgage on our 
labors of the future will largely be the loans, both those made 
by our Government and those made by individuals to enable 
them to pay taxes and to buy bonds of the Government. With 
the mortgage kept at the smallest possible amount, we may 
confidently expect that greater efficiency of labor, a lower 
price level, and stronger bank reserves than other nations, 
will allow us to emerge from the war, weakened to be sure, 
but not exhausted, and stronger than most others. 

There seem to be four procedures immediately necessary, 
some of which are already under way: 

First: Some control of raw materials by the Govern- 
ment. 

Second : Education of the public as to how they should 
not spend their incomes. 

Third: Education of laborers as to where they should 
work. 

Fourth: Education of bankers as to what loans should 
be gradually reduced or discontinued. 

The effect of the fourth item of the programme is the only 
one to be considered here. It directly relates to the contest 
of " War Finance vs. Business as Usual." If the bankers 
of the country were able to curtail unnecessary and wasteful 
borrowings by their customers, loans, the proceeds of which 
are used to build or improve homes, extend plants and busi- 
nesses pertaining solely to luxury, build places of amusement, 
and for many other purposes which I purposely refrain from 
enumerating, all of these bankers would have surplus credit 
to employ in loans to the Government or industries vital to 
its war needs. Those from whom credit was so withheld 
would be restrained from the employment of labor and mate- 
rials, many would liquidate some part of their inventories 
and not replace them, so also saving labor and material, and, 
equally important, the lessened use of credit would reduce 
loans and deposits, increase the ratio of bank reserves, reduce 
interest rates and facilitate the Government's financial pro- 
gramme. 

A cautious but deliberate and voluntary policy along 
these lines would be safer, more equitable, and, probably, as 
effective as the only alternative, which is higher rates of 
interest, along with higher prices for everything. The nat- 
ural check to expansion in time of peace is the prohibitive 
interest rate, combined with over-production induced by ris- 
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ing prices. In war times, the operation of this law proves 
embarrassing because of the excessive rates which the Gov- 
ernment must pay for loans, and the corresponding shrinkage 
in security values sold in competition with Government bonds. 
Other serious dangers accompany the elevation of prices and 
interest rates. In a long war it may seem to become an end- 
less race with the dog chasing his tail in a circle. 

These problems must not only be faced courageously, but 
dealt with intelligently. The fathers of young men who 
are serving their country in the army and navy are proud 
of the sacrifices they make. Too often, however, when the 
sacrifice appears at the altar of business, where we have so 
long worshipped false values, we shrink and protest. 

Some, unfortunately, must sacrifice their sons, others some 
part of their business prosperity, and still others may face the 
ordeal of a double sacrifice of both. It is one of the awful 
consequences of war. Let us devote ourselves to avoiding an 
unnecessary sacrifice of both boys and business by ordering 
our affairs so that we are not consuming the supplies at 
home which our armies need at the front. 

Benjamin Strong. 



